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NON-DISCUSSION ITEMS

0890 SECRETARY OF STATE

| ISSUE 1: LEGISLATIVE IMPLEMENTATION-RELATED PROPOSALS |

The Governor 6s budg darthda Secaetany df State thadimplem&C P s
various legislation.

BCP 1: California New Motor Voter Program Task Force (AB 796)
The SOS requests $581,000 General Fund in 2022-23 and $466,000 General Fund

annually thereafter to fund one IT Specialist Il, one Research Specialist Ill, and one
Associate Governmental Program Analyst to implement and administer the provisions of
AB 796 (Berman, Chapter 314, Statutes of 2021)

AB 796. AB 796 requiresa dr i ver 6s |l icense or identificat.i

change of address notification to include a voter registration application and would require
the Department of Motor Vehicles (DMV) to transmit the application to the SOS according
to specified deadlines. The bill would also require the DMV to monitor the timeliness of
its transmittals to the SOS, and to provide the SOS information regarding delays and
irregularities in its ability to do so. The bill would require the DMV and SOS each to
designate an employee to undertake specified responsibilities to ensure compliance with
the California New Motor Voter Program and the National Voter Registration Act (NVRA).
The bill finally would require the SOS to convene a task force that would provide advice
and perform other duties with respect to implementing the California New Motor Voter
Program.

This bill followed continued challenges with modernizing the voter registration process at
the DMV and with bringing California in compliance with the NVRA. The NVRA, among
other provisions, requires the DMV to provide customers the opportunity to register to
vote when completing an application for
renewi ng acenderor aneidedtificatibni card, or when a change of address
transaction takes place. AB 796 codifies several provisions enacted through a settlement
agreement in League of Women Voters v. Annis.

Proposal. Requested funding would primarily be to cover the expenses for the position of
NVRA coordinator and the staff for the taskforce that the SOS is mandated to establish.
A Research Data Specialist I 1 i s al so

VoteCal contractors to analyze the voter registration data and assume the responsibilities.

BCP 2: Campaign Disclosures: Limited Liability Companies (SB 686)
The SOS requests $566,000 General Fund in 2022-23 and $125,000 General Fund
annually thereafter to support one Associate Governmental Program Analyst position and
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to incorporate the changes and new filing type to the California Automated Lobbyist and
Campaign Contribution and Expenditure Search System (CAL-ACCESS) Replacement
System (CARS). Those resources aim to implement SB 686 (Glazer, Chapter 321,
Statutes of 2021).

SB 686. SB 686 requires a limited liability company (LLC) that qualifies as a committee
or a sponsor of a committee under the Political Reform Act of 1974 to file a statement of
members with the SOS. The bill would require the statement of members to include
certain information about the LLC, including a list of all persons who have a membership
interest in the LLC of at least 10% or who made a cumulative capital contribution of at
least $10,000 to the LLC after it qualified as a committee or sponsor of a committee, or
within the 12 months before it qualified.

Proposal. According to the SOS, due to o increased filing activity and assistance with
increased filing complexity, one new full time AGPA position will be neededint h e

Political Reform Division (PRD). SOS notes that PRD staff are currently unable to handle
these additional activities in a timely manner with existing resources. Initially, this new

position will assist with integrating new required formsintothe SOS6s busi nes

as well as into CAL-ACCESS. These business practices include identifying filing
requirements, identifying when this form will be considered late, drafting correspondence
templates, and coordinating with other SOS staff to update filing and compliance
activities. Integration into CAL-ACCESS will involve working with system developers and
Project Management Office staff to ensure proper implementation. Once the form begins
to be filed, this position will review filings that come in and assist filers as they file. This
position will also refer these filings to SOS and FPPC compliance staff as appropriate.

Of note, this bill has a delayed implementation provision that allows filers to submit the
form on paper until the form is integrated digitally into CAL-ACCESS. During this interim
period, the new AGPA position will process the paper form and post it to the SOS website
as required by the S B 6 @\as®ns. After the form is implemented in CAL-ACCESS,
this same AGPA will support filing on that platform on an ongoing basis.

BCP 3: Electioneering Regulations (SB 35)

The SOS requests one time funding of $50,000 General Fund in 2022-23 for temporary
help to assist in the promulgation of regulations required by SB 35 (Umberg, Chapter 318,
Statutes of 2021)

SB 35. SB 35 makes changes to the distance within which electioneering and specified
political activities near a voting site are prohibited. This bill also extends an existing
deadline for a candidate for Governor to submit tax returns to the SOS in order to have

SOSO

S

the candi dateds name pr i cionéallotand makdsehamhésitoe c t

the process for submitting those documents.

Proposal. To comply with the provisions of SB 35, the SOS notes that it will be required
to promulgate regulations specifying the manner in which notice regarding prohibitions on
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electioneering and activity related to corruption of the voting process to be provided to the
public. The goal of those regulations will be to ensure the uniform statewide application
of the law and the consistent application of the law. According to the SOS, it will need to
work with county elections officials, voting rights advocates, and other stakeholders to
promulgate and adopt these regulations. The regulatory process will take approximately
six to twelve months and includes drafting the text of the regulations and reviewing with
agency staff and stakeholders, public notice and publishing of the draft regulations,
conducting public hearings, considering comments and drafting potential amendments to
the regulations, and final adoption of the regulations. Resources requested would be
directed to obtain temporary assistance in the creation of these regulations.

BCP 4: Ensuring Safe at Home Applications and Materials are Available in
Additional Languages (AB 277)

The SOS requests $44,000 General Fund in 2022-23 and $9,000 General Fund annually
thereafter to implement AB 277 (Valladares, Chapter 457, Statutes of 2021) which
expands language access to the Safe at Home Program.

AB 277. The Safe at Home program, created in 1998, allows victims of domestic violence
or stalking to obtain an alternate confidential address to be used in public records. The
program has been expanded over time to include victims of other crimes T including
sexual assault, human trafficking, stalking, and elder or dependent adult abuse. In 2002,
the Safe at Home program was expanded to include reproductive health care services
providers, employees, volunteers and patients who are fearful of their safety. The SOS is
responsible for providing a substitute address for these victims while protecting their
actual residential addresses, and also acts as the participants' agent for service of
process, and forwards mail received at the substitute address. A participant must be
certified by the enrolling office and may stay in the program for four years unless
recertified.

AB 277 requires the SOS, beginning January 1, 2023, to provide application forms,
notices, and explanatory materials related to the Safe at Home program available in at
least five languages (English, Spanish, Chinese, Tagalog, Viethamese, and Korean) and
requires information about the Safe at Home program to be included on Judicial Council
forms relating to domestic violence.

Proposal. Additional funding requested to implement program expansion would be
directed to execute the following activities:

1 Providing translation services for all supporting documents.

91 Direct language translation services for members of the public or applicants who
contact the SOS6 Safe at Home program wit!
language barrier issues.

9 Printing all informational brochures.

According to the SOS, staff resources needed to implement program expansion is
estimated to be minimal and can be absorbed by the SOS.

5



SUBCOMMITTEE NO. 4 ON STATE ADMINISTRATION MARCH 1, 2022

| ISSUE 2: HELP AMERICA VOTE-RELATED PROPOSALS |

The Governoro6s budget includes two proposal s
Act.

BCP 1: Help America Vote Act Spending Plan
The Secretary of State requests $3.7 million Federal Trust Fund in 2022-23 to continue
implementation of the statewide mandates of the Help America Vote Act (HAVA) of 2002.

HAVA. The enactment of HAVA created several new mandates for California with respect
to conducting federal elections. California met many of these requirements for the March
2, 2004, federal election, as required by HAVA; however, most of the HAVA requirements
had an implementation date of January 1, 2006, or, in some cases, no later than the first
federal election after January 1, 2006. California met the deadlines for implementing most
of the new mandates but was successful in negotiating additional time for creating and
implementing the required statewide voter registration database (VoteCal), which was
deployed in August 2016.

Proposal. In 2021-22, the SOS was authorized to expend $22.735 million for voter
education and training programs for election officials and poll workers, development and
dissemination of voting information to increase voter participation and confidence, voting
system testing and approval, county assistance for improving voting systems,
implementing risk limit auditing, ensuring election assistance for individuals with
disabilities, and improving the secure administration of elections. SOS proposes to
expend $3.73 million for 2022-23 to continue these activities.

BCP 2: Help America Vote Act spending Plan i VoteCal
The Secretary of State requests $10.2 million Federal Trust Fund authority in 2022-23 to

cover the procurement costs of a new maintenance and operations vendor and data
analysis, security assessment, Election Management Systems support and verification,
data lines, security enhancements, and off-premises cloud costs for the statewide voter
registration system, VoteCal.

VoteCal serves as the single system for storing and managing the official list of registered

voters in the state. Additionally, HAVA mandates that the voter registration system utilize

data that is contained in systems at the Department of Motor Vehicles, the California

Department of Public Health, and the California Department of Corrections and
Rehabilitation for voter identification or verification and list maintenance purposes. The

VoteCal system also interfaces with the Employment Development Department to
validate and <correct address information aga
Change of Address system as required by state and federal law.

Proposal. The SOS requests additional Federal Trust Fund authority to support the
procurement costs of a new VoteCal maintenance and operations vendor due to the
current vendor s contract expiring,; Elediant a ana
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Management and Systems support and verification contracts to analyze and support the
VoteCal system for wvulnerabiliies and performance enhancements; increased
connectivity costs with counties; and the maintenance of the VoteCal system on a CDT
off-premise cloud environment.
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8620 FAIR PoLITiIcAL PRACTICE COMMISSION

\ ISSUE 3: CAMPAIGN DISCLOSURES: LIMITED LIABILITY COMPANIES (SB 686) \

The Fair Political Practices Commission (FPPC) is requesting one permanent position
and $131,000 General Fund in 2022-23 and $124,000 annually thereafter to implement
the provisions of Chapter 321, Statutes of 2021 (SB 686). SB 686 requires an LLC that
gualifies as a campaign committee or a sponsor of a campaign committee under the Act
to file a statement of members with the Secretary of State. The statement of members
must include certain information about the LLC, including a list of all persons who have a
membership interest in the LLC of at least 10 percent or who made a cumulative capital
contribution of at least $10,000 to the LLC after it qualified as a committee or sponsor of
a committee, or within the 12 months before it qualified. The FPPC anticipates an increase
in the number of investigations on potential violations and in bringing appropriate
enforcement actions against those in violation of the Act. This proposal would add one
permanent position, a Special Investigator to conduct investigations for each complaint in
relation to the LLC.
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1111 DEPARTMENT OF CONSUMER AFFAIRS

\ ISSUE 4: OFFICE OF HUMAN RESOURCES | LEGISLATIVE AND REGULATORY CONSULTANT \

The Department of Consumer Affairs Office of Human Resources (OHR) requests
$175,000 in fiscal year 2022-23, $167,000 in 2023-24 and ongoing, and one Staff
Services Manager | (SSM 1) specialist to address workload increases related to legislative
and regulatory changes impacting employment law and coordinate the application and
interpretation of directives for the Department. OHR does not have a position designated
to this responsibility.
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ITEMS TO BE HEARD

1115 DEPARTMENT OF CANNABIS CONTROL

| OVERVIEW \

The Governoro6s budget includes two budget
consolidated Department of Cannabis Control (DCC). For the first panel, the
subcommittee will receive an update from DCC consolidation efforts, including licensing

and enforcement activities, and review the BCPs. The second panel will discuss proposed
efforts to reform the California cannabis tax structure.

ISSUE 1: UPDATE ON DCC AND DEPARTMENT BUDGET CHANGE PROPOSALS

DCC will provide an update on cannabis licensing and enforcement activities and discuss
the two BCPs includaedet.in the Governor ds

PANEL |

The following individuals will participate in the virtual panel for this issue:

1 Nicole Elliott, Director, Department of Cannabis Control

1 Rasha Salama, Chief Deputy Director, Department of Cannabis Control

1 Charlene Manning, Staff Finance Budget Analyst, Department of Finance

1 Kimberly Harbison, Principal Program Budget Analyst, Department of Finance

91 Drew Soderborg, Deputy Legislative Analyst, Legislative Anal yst 6s

1 Jessica Peters, Principal Fiscal & Policy Analyst, Legislative Anal yst
| BACKGROUND

Brief history of Cannabis policy in California. In 1996, California voters approved
Proposition 215, known as the Compassionate Use Act, which legalized the use of
medicinal cannabis in the state. In October 2015, Governor Jerry Brown signed a
legislative package made of AB 243 (Wood, Chapter 688, Statutes of 2015), AB 266
(Bonta, Cooley, Jones-Sawyer, Lackey, and Wood, Chapter 689, Statutes of 2015), and
SB 643 (McGuire, Chapter 719, Statutes of 2015) i collectively referred to as the Medical

Cannabis Regulation and Safety Act (MCRSA) i which established Cal i f or ni

comprehensive regulatory framework for medicinal cannabis. In 2016, California voters
subsequently approved Proposition 64, the Adult Use of Marijuana Act (AUMA), which
aimed to legalize the recreational use of cannabis in the state by 2018. In June 2017,
AUMA and MCRSA were combined to form one system for the regulation of cannabis,
known as MAUCRSA.
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Following Proposition 64, three state entities were charged with licensing and regulating
adult-use commercial activity in California: the Bureau of Cannabis Control (BCC),
responsible for licensing retailers, distributors, testing laboratories, and businesses; the
California Department of Food and Agriculture (CDFA) CalCannabis Cultivation Licensing

Division, responsible for licensing cult i vat or s and i mpl eme-and-i ng

Ca

traceo system; and the California Department

Cannabis Safety Branch, responsible for licensing manufacturers of cannabis products,
including all non-flower products such as cannabis edibles.

Department of Cannabis Control

In July of 2021, as a result of Assembly Bill 141 (Committee on Budget, Chapter 70,
Statutes of 2021) the functions of the BCC, CDFA and CDPH were consolidated into a
new, stand-alone Department of Cannabis Control (DCC) under the umbrella of the
Business, Consumer Services, and Housing Agency. The consolidation aimed to create
a single point of contact for licensees, local governments and other cannabis
stakeholders, as well as centralize all licensing and regulatory activities. Today, the DCC
is responsible for regulating the cultivation of cannabis plans, the manufacturing of
cannabis product, the transportation, tracking and sale of cannabis goods, and the
labeling of goods sold by retail entities.

The Gover n28rbddget popades $181 million for the DCC and 626 positions.
The primary source of funding for the DCC is derived from application, licensing, and
renewal fees, which are deposited in the Cannabis Control Fund. Proposed funding for
DCC and funding sources are included below.

Positions Expenditures

2020-21 2021-22 2022-23 2020-21* 2021-22* 2022-23*
1460 Department of Cannabis Control - 624.0 626.0 $- $293,584 $181,117
;?(LAr:;,sl;OSITIONS AND EXPENDITURES (All 624.0 626.0 - $293584 $181.117
FUNDING 2020-21* 2021-22* 2022-23*
0001  General Fund $- $125,733 $1,429
0995  Reimbursements - 185 737
3288  Cannabis Control Fund - 157,666 155,277
3335  Cannabis Tax Fund - Cannabis Control - - 13,674
3346  Cannabis Tax Fund - Department of Cannabis Control - Allocation 2 - 10,000 10,000
TOTALS, EXPENDITURES, ALL FUNDS $-  $293,584  $181,117

11
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DCC Licensing and Enforcement Activities

Licensing

Prior to consolidation, the BCC oversaw the licensing of cannabis distributors, retailers,
microbusinesses, temporary cannabis events, and testing laboratories. CDFA was
responsible for licensing cannabis cultivators and overseeing the administration of the
California Track and Trace System. Finally, CDPH was responsible for licensing cannabis
manufacturers. At the time, in order to meet licensing requirements and deadlines, each
entity established their own separate licensing systems, with the BCC and CDFA using
the software platform Accela, and CDPH using the platform PEGA.

Post-consolidation of regulatory duties into the DCC, the decision was made to maintain
all three separate licensing system to prevent any disruption in licensing and renewal
activities. DCC is currently examining ways to centralize all licensing applications into a
single platform.

Enforcement

In addition to legalizing the adult-use of recreational cannabis, Proposition 64 aimed to
create a legal cannabis market to ensure the manufacturing and sale of safe products for
the California public. In order to enter the legal market and operate a cannabis business,
applicants must undergo a multi-layered licensing process that involves obtaining local
permits, filing an application with DCC, pay applicable licensing fees, and ensure
continued compliance with Californiads variou

The illicit cannabis market -- broadly defined as commercial cannabis activities that do
not comply with the California regulatory structure -- can pose a significant threat to legal
cannabis businesses and the overall stability of the cannabis market. Legal cannabis
entities must compete with illegal operators, who can circumvent the licensing process
and tax responsibilities entirely.

The DCC is responsible for various enforcement activities on the cannabis market. This

includes investigating complaints of unlicensed or illegal cannabis activity and preventing

unsafe products from entering the legal cannabis market. Through its Compliance and

Enforcement Divisions, DCC collaborates with cities, counties, law enforcement and other

state agencies to enforce Cal i forni ads cannabi sThd BGCs and
Enf orcement Divisionbs budget IS $13,600, 000
positions, 77 peace officer positions and 10 non-sworn administrative positions.

Other state entities play a role in combating the illegal cannabis market. The California
Department of Justice operates the Campaign Against Marijuana Planting (CAMP)
program which aims to eliminate large scale cannabis cultivations. In October 2021, the

Office of the California Attorney General announced that it had eradicated 1.2 million
12
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illegally cultivated cannabis plants, seized 180,294 pounds of illegal product, and

conducted 491 operations across 26 California counties. The DOJ notes illegal cannabis

cultivation continues to move away from public land operations to private property. In

2018, the ratio of illegal activity was approximately 80 percent on public lands and 20

percent on private property. The number of illegal cannabis grows on public lands has
continued to decrease steadily over the | ast
program cited less than 30 percent of illegal cultivation activity on public lands.

Similarly, the California Department of Fish and Wildlife investigates illegal cannabis
cultivation operations to uncover and eliminate operations that cause significant
environmental damage, such as water diversions, habitat destruction, and illegal use of
pesticides and poaching. In its year-end numbers for 2021, CDFW reported eradicating
2.6 million illegal cannabis plants, destroying 2 487,270 pounds of illegal cannabis
flowers, issuing 1,125 warrants, and removing 32,230 pounds of trash from public lands.

The Governoroés budget notes t haerdeftelopa&gradtd mi ni s
program this spring that will aid local governments in, at a minimum, opening up legal
retail access to consumers. Further, the Administration supports cannabis tax reform and

plans to work with the Legislature to make modificationstoCal i f or ni aés cannabi
to help stabilize the market; better support
strengthen compliance with state | aw. o0

Licensing and Enforcement by the Numbers

The following data on license status was obtained from t h e Odadr@bisUnified
License Search.

License Status* #
Active 12,429
Canceled 4
Expired 1,922
Revoked 119
Suspended 11
Surrendered 583

*includes all license types in commercial, cultivation, and manufacturer categories

13
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DCC Budget Change Proposals

The Governor 6s budget foiDEC, whict aresdethiledobelgvr o posal s

BCP 1: Cannabis Tax Fund i Priority 1 Allocation (Total $13.7M Cannabis Tax Fund)
DCC requests $13.7 million in 2022-23 from the Cannabis Tax Fund for three activities:
(1) an IT assessment of a unified cannabis licensing system, (2) a consumer awareness
campaign, and (3) a data collection and sharing efforts.

IT Assessment ($5.5M). As discussed above, following the centralization of regulatory
duties into DCC, the decision was made to maintain all three separate licensing system
that were used by the BCC, CDFA, and CDPH to prevent any disruption in licensing and
renewal activities. DCC acknowledges that while these platforms provide continuity, they
do not provide the necessary uniformity and agility for the DCC to meet the overall
objectives of consolidation, which is to simplify and centralize the licensing process.

This proposal would begin the process of transitioning existing data and planning for a
unified cannabis licensing and compliance system. DCC will conduct an IT assessment,
in which the Department will identify, document, and map its current business processes
and operations within the licensing and compliance divisions. The documentation of these
business processes will then be analyzed to inform the development of ideal system
requirements. The Department intends to procure services to provide project
management and business analysis expertise to facilitate and manage this process to the
procurement phase.

Consumer Awareness Campaign ($6M). This proposal would fund a campaign to provider
consumers information needed to purchase cannabis through the legal, regulated market
and to deter use of untested, unsafe product obtained from the illicit market. The
campaign also aims to provide information about responsible use and consumption of
cannabis products.

DCC outlines two phases for this campaign. The first phase will be research & concept
development, which will focus on identifying the consumer population, assessing their
understanding of the legal cannabis market, identifying areas of opportunity for education,
development of a communication strategy, and for the creation of original content. The
second phase will be production and campaign rollout, which will use various mediums
including web collaterals, social media, TV, radio, and podcasts to disseminate
information.

Data Sharing ($2M). DCC currently collects data through its licensing, compliance, and
enforcement programs. Data collected includes information on business activities,
business locations and ownership; local allowances and prohibitions for cannabis activity

14
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types; market health and economic activity; public complaints, and unlicensed
enforcement outcomes. According to DCC, limited infrastructure has been developed to

aggregate this data and use it for actionable analysis. DCC proposes funding the
development of a data warehouse that aggregates the information from the multiple
sources DCC currently works with. I n addition
and maintain the data, and create data displays and visualizations.

BCP 2: Industrial Hemp Products (AB 45)

DCC requests two positions and $737,000 in 2022-23, and two positions and $454,000
in 2023-24 and ongoing in reimbursement authority (Fund 0995) to test Industrial Hemp
product for a range of cannabinoids for the CDPH through an Interagency Agreement.

Background. Over the last several years, IH-derived cannabinoids, including cannabidiol
(CBD) in foods, beverages, and cosmetics, have gained significant popularity with
consumers. CBD is one of approximately 100 cannabinoid compounds and can be found

in both cannabis plants and IH plants. CBD is not psychoactive, and therefore does not
produce a f@Ahigho i ntetrahlgdeocannabnsl (THE)found in ménilH e
cannabis.

As there are currently no federal standards of IH CBD, several other states have enacted
their own laws to allow the sale of IH products. In California, AB 45 (Aguiar-Curry, Chapter
576, Statutes of 2021) authorizes CDPH to establish a program regulating the use of IH
and its cannabinoids, extracts, or derivatives in foods, beverages, cosmetics, and pet
food products. Of note, AB 45 requires IH products to contain no more than 0.3 percent
concentration of THC.

Under AB 45, CDPH would be required to test various IH products, ingredients, and hemp

extract to ensure manufacturer compliance and conduct enforcement. CDPH plans to use
DCC6s Cannabis Testing Laboratory, iwtestrgh has
for a wide range of cannabinoids in foods, cosmetics, and inhalable products, via an
interagency agreement. In order to perform its contractual obligations, the DCC
Laboratory requests funding for equipment, lab analytes to conduct testing, and two

positions (a Research Scientist Il and a Laboratory Technician).

| STAFF COMMENTS |

This Subcommittee may wish to ask the following questions:
1. What are the DCCGCiersn gaalsto cutb tha iidt cannabisgnarket?

What enforcement investments, resources, or partnerships would DCC need to
improve its enforcement operations?

15
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2. Does DCC have an estimated timeline by when the IT assessment would be
complete, and a general time window by when a unified licensing platform could
be established?

3. Forthe proposed awareness campaign, whati s DCCO0s projected tar
Will the campaign have specific regional focus? Will the campaign have multi-
lingual components?

Staff Recommendation: Hold Open

16
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| ISSUE 2: CANNABIS TAX REFORM \

The Governor 6s btohedidnanistration suppsrts tanralis takx reform and
plansto work withtheL egi sl at ure to make modifications to
to help stabilizet he mar ket ; better support California
strengthen compliance with state law.o

This Subcommittee will hear a presentation on the current cannabis tax structure in
California and potential upcoming proposals for reform.

| Panel

The following individuals will participate in the virtual panel for this issue:

Seth Kerstein, Economist, Legislative Anal
Nick Maduros, Director, California Department of Tax and Fee Administration

Nicole Elliott, Director, Department of Cannabis Control

Rasha Salama, Chief Deputy Director, Department of Cannabis Control

Charlene Manning, Staff Finance Budget Analyst, Department of Finance

Kimberly Harbison, Principal Program Budget Analyst, Department of Finance

= =4 =4 4 -4 -

‘BACKGROUND

Taxation of Cannabis in California. Proposition 64 establishes two state excise taxes
on cannabis. The first is a 15 percent excise tax on retail gross receipts. The second is a
cultivation tax on harvested plants that is based on weight. The California Department of
Tax and Fee Administration (CDTFA), which administers these cannabis taxes, adjusts
the cultivation tax rates annually for inflation.

Beginning January 1, 2022, the cultivation tax rates were adjusted, as displayed below:

Date Effective New Rate Effective
Cannabis Category 1/1/2020-12/31/2021 1/1/2022

Flowers per dry-weight ounce $9.65 $10.08

Leaves per dry-weight ounce $2.87 $3.00

Fresh cannabis plant per ounce $1.35 $1.41

In addition to the two state excise taxes, local governments such as cities and counties
may set additional cannabis taxes at their discretion. Generally, these taxes have come
in the form of sales tax or unit-based tax on the total square footage of the plant canopy
grown by cultivators.
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Retail Excise Tax & Point-of-Collection. Cultivators and retailers bear the legal
responsibility for the initial payment of the cultivation and retail excise taxes, respectively.
However, it is final cannabis distributorsd rather than cultivators or retailersd that must
remit these taxes to CDTFA, resulting in a multistep payment process.

Retailers must generally pay the retail excise tax to final distributors when they make
wholesale purchases. These distributors then remit the retail excise taxes to CDTFA.
Retailers must make these payments before they sell the products to consumers, so the
tax is based directly on the wholesale price rather than the retail price. CDTFA is
responsible for setting the tax based on its estimate of the average ratio of retail prices to
wholesale prices, a term commonly referred to as the i ma-u jm@te. In 2019, CDTFA
has raised the mark-up rate from 60% percent to 80%.

Tax Revenues and Allocations. California deposits the revenues from the two cannabis
taxes into the Cannabis Tax Fund. Proposition 64 continuously appropriates Cannabis
Tax Fund proceeds to fund three types of activities:

71 Allocation 16 Regulatory and Administrative Costs. First, tax revenues pay back
specific state agencies for any cannabis regulatory and administrative costs that
were not covered by licensing and renewal fees.

T Allocation 20 Specified Allocations. Second, after regulatory and administrative
costs are covered, revenues go to certain research and other programs, such as
researching the effects of cannabis and the effects of the measure.

T Allocation 30 Percentage Allocations. Third, these revenues go to three broad
types of activities: 60 percent for youth programs related to substance use
education, prevention, and treatment; 20 percent for environmental programs;
and 20 percent for law enforcement. (Unlike the other allocations, funding for
Allocation 3 comes from tax receipts from the prior year.)

Allocation funding for 2020-21, 2021-22, and proposed allocation funding for 2022-23 is

outlined on the next page. Of note, the Administration projects that cannabis tax revenues
will be $786 million in 2022-23, an increase of $78.9 million from the prior fiscal year.
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California Department of Tax and Fee Administration

California Cannabis Tax Fund (3314) Estimated Revenues & Expenditure Allocations

2020-21* 2021-22% 2022-23*
REVENUES:
Beginning Balance $337.762 $669,610 $594,868
Cannabis Tax 770,380 710,915 786,836
Total Revenues $1,108,142 $1,380,525 $1,381,704
Allocation 1: Regulatory and Administrative
Bureau of Cannabis Control (Equity Program) 15,517 - -
Governor's Office of Business and Economic Development (Equity Program) - 15,573 15,574
Department of Cannabis Control - - 13,674
Department of Fish and Wildlife 7,783 9,084 10,431
Department of Pesticide Regulation 3,418 2,726 2,729
State Water Resources Control Board 10,097 10,728 10,723
Employment Development Department 3,633 3,630 3,630
Department of Tax and Fee Administration 12,425 9,347 9,750
State Controller's Office - - 502
Department of Finance - 440 -
Statewide General Administration 2,897 92.519 14,419
Total Allocation 1 $55,770 $61,047 $81,432
Allocation 2: Specified Allocations for Research and Other Programs
Public University/Universities in California 10,000 10,000 10,000
California Highway Patrol 3,000 3,000 3,000
Governor's Office of Business and Economic Development 30,000 40,000 50,000
University of San Diego Center for Medicinal Cannabis Research 2,000 2,000 2,000
Total Allocation 2 $45,000 $55,000 $65,000
Allocation 3: Percentage of Remaining Revenue Collection
Youth Education Prevention, Early Intervention and Treatment Account 202,657 401,766 356,921
Environmental Restoration and Protection Account 67,552 133,922 118,974
State and Local Government Law Enforcement Account 67,552 133,922 118,974
Total Allocation 3 $337,762 $669,610 $594,868
Based on prior year actual tax collection
Total Expenditures $438,532 $785,657 $741,300
Balance of Tax Receipts $669,610 $594,848 $640,404

On February 23, 2022, the LAO provided the following Cannabis Tax Revenue Update:

Preliminary Total for Second Quarter of 2021-22: $196 Million. The administration
currently estimates that retail excise tax revenue was $157 million and cultivation tax
revenue was $39 million in the second quarter of fiscal year 2021-22 (October through
December). This revenue estimate is lower than the revised numbers for each of the three

prior quarters.

Cannabis Tax Revenue Growth Has Slowed. Based on the administrati

onos

estimate, cannabis tax revenue in the first two quarters of 2021-22 was just 1.6 percent
higher than in the first two quarters of 2020-21. This weak growth rate stands in stark
contrast to the rapid revenue growth that occurred in the first few years of cannabis

licensing.
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Quarterly Cannabis Tax Revenue
Millions of Dollars Per Quarter

$250

$200 -

$150 -

$100 -

$50 -

$0 T T T T T T T T T T T T T T 1
201801 2018Q3 2019Q1 201903 2020Q1 202003 2021Q1 2021Q3

| STAFF COMMENT |

The Subcommittee may wish to ask the following questions:
1. What are the factors that contribute to fluctuations in cannabis tax revenue?
2. Are there lessons learned from cannabis tax structures in other states?

3. Are there projections modeling how tax levels impact consumption, revenues, and
the illicit market?

Staff Recommendation: This item is presented for information only.

20



SUBCOMMITTEE NO. 4 ON STATE ADMINISTRATION MARCH 1, 2022

0890 SECRETARY OF STATE

| OVERVIEW \

In the first panel, the Secretary of State (SOS) will provide a report on the costs of the
2021 California gubernatorial recall election. In the second panel, the Subcommittee will
hear seven BCPs r fadlites as dell asats Ihfdrreatio8 TCeShinology (IT)
projects. This Subcommittee will also review a proposal to waive business filing fees.

| ISSUE 3: COST OF THE 2021 CALIFORNIA GUBERNATORIAL RECALL ELECTION |

The SOS will provide a report on the costs of the 2021 California gubernatorial recall
election.

| PANEL |

1 Susan Lapsley, Office of the Secretary of State

| BACKGROUND |

On June 23, 2021, the SOS notified the Department of Finance (DOF) that a sufficient
number of verified signatures had been submitted to initiate a gubernatorial recall
election. Existing law provides that in such instances, the DOF is required to consult with
county elections officials and the SOS to estimate the costs of the recall election and
submit the estimate to the Governor, the SOS, and the Chairperson of the Joint
Legislative Budget Committee. The estimate must consider costs of verifying signatures,
printing ballots, voter information guides, operating polling places, as well as the costs if
the recall election was to be held as a special election or consolidated with the next
regularly scheduled election.

On July 1, 2021, DOF provided an original estimate of $215.2 million to administer a
statewide special recall election. AB 121 (Ting, Chapter 21, Statutes of 2021)
appropriated that amount from the General Fund, and provided that any excess funds
received by the county shall be used to offset state costs for the next election conducted
by the county. AB 121 also required the SOS to report the final costs of the gubernatorial
recall election by February 1, 2022.

Subsequently, SB 152 (Committee on Budget and Fiscal Review, Chapter 34, Statutes
of 2021) required the recall election to be held as a regular election. Working with county
elections officials, DOF updated estimated the costs of the recall elections to be
$243,583,308.50. Additionally, SB 152 appropriated an additional $35,000,000 from the
General Fund to the Secretary of State for the purpose of supporting statewide and county
costs related to administering the recall election.
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Therefore, as a result of AB 128 and SB 152, $243,583,308.50 was allocated to
Californiaos 58 c 000 nasi aflosatedh to dhe $CBS5 forOa0tOtal Of
$278,585,308.50, to conduct the September 14, 2021 gubernatorial recall elections.

Final Cost. The SOS reports that the total statewide cost of the gubernatorial recall
election was $200,241,680. Of that amount, $174,059,031.11 were costs incurred by the
county and $26,182,649.08 were incurred by the SOS.

County Cost Breakdown. The total cost by county is detailed below.
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